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of the war and reduced the price-level by 40 per cent, in two
years, aggravated the burden.

Nevertheless, the growth of the debt itself had assisted the
financial development of the country. At the end of the eigh-
teenth century the business of the Stock Exchange had comprised
very few securities other than those of the National Debt. Bank
of England Stock, East India Stock, and South Sea Stock were
the principal items. The growth of the debt meant a corre-
sponding growth of dealings. The market became perforce
better organized both for new issues and for purchases and
sales of existing securities. When the war came to an end the
simultaneous cessation both of the income-tax and of the war
loans left a vast mass of annual savings to seek openings for
investment. For a time deflation cut short both profits and
savings. But by 1819 the worst rigours of deflation were over,
and, though stringency and depression continued in some degree
till 1824, activity developed in the investment market.

The Industrial Revolution had created a new demand for
capital goods, but the development of steam railway transport
did not really begin till 1830, and the capital needs of manu-
facturing industry were by no means sufficient to absorb the
available supply of savings. At the same time a number of
impecunious foreign governments found themselves in urgent
need of loans. There were European governments whose
finances had been disordered by the war. There were South
American republics which had just used up all their resources
in freeing themselves from the sovereignty of Spain.

To meet this demand the British investment market started
on its career as an external lender. Financial houses, merchant
bankers with large private capital, with good credit, and with
extensive business relations in the City of London, undertook
to act as intermediaries in introducing foreign loans on the
market. It was in such business that the great houses of Roth-
schild and Baring established the primacy which made their
names household words.

These merchant bankers were a distinct group from the
London private bankers. They did not aspire to attract